iriTrociucnon 


I liave  ciLiciited  the  financiai  statements  of  the  Lepelie  - Nkumpi  Local  Municipality  set  out  on 
pages  ...  to  which  comprise  the  statement  of  financial  position  as  at  30  vlune  2014,  the 
statement  of  financist  performance,  statement  of  changes  in  net  assets,  cash  flow  staternsnt, 
and  statement  of  comparison  budget  for  the  year  then  ended,  and  the  notes,  comprising  a 
summary  of  significant  accounting  policies  and  other  explanatory  information. 


:CO^l 


2.  Tile  accounting  officer  is  responsible  for  the  preparation  and  fair  presentatioii  of  these,  financia 

■4.4t^TQe0f2y].n...3Cco,rdan,ce,with,,the  S6^  ,Gen$rsl|y„Recognisecl 

Accounting  Practice  (SA  Standards  of-GRAP)  and  the  requirements  of  the  Municijiai  Finance 
Management  Act  of  South  Africa,  2003  (Act  No;  56  of  2003)'  (MFMA),  Division  of  Revenue  Ad: 
of  South  Africa,  2013  (Act  No.  2 of  2013)  (DoRA),  and  for  such  internal  control  as  the 
accounting  officer  determines  is  necessary  to  enable  the  preparation  of  financial  statements 
II  lat  are  free  from  material  misstatement,  whether  due  to  fraud  or  error. 


3.  My  responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  my  audit,  i 
conciucted  my  audit  in  accordance  with  the  Public  Audit  Act  of  South  /rfrica,  2.004  (Act  No,  25 
of  2004)  (PAA),  the  genera)  notice  issued  in  terms  thereof  and  International  Standards  on 
Auditing.  Tiiose  standards  require  that  i comply  with  ethical  requirements,  and  plan  and 
i;:ierform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  statements  ane 
free  from  material  misstatement. 


4,  An  audit  involves  performing  procedures  to  obtain  audit  evidence  about  i:!'ie  amounts  and 
disclosures  in  the  financial  statements.  The  procedures  selected  depend  on  liie  audiiorvs 
judgement,  including  the  assessment  of  the  risks  of  material  misstatement  of  the  financial 
statements,  Vv^hether  due  to  fraud  of  error,  In  making'those  risk  assessments,  the  suditoi' 
considers  internal  control  relevant  to  the  entity's  preparation  and  fair  presentation  of  the 
finsncia!  statements  in  order  to  design  audit  procedures  that  are  appropriate  in  the 
circLirnslances.  but  not  for  the  purpose  of  expressing  an  opinion  on  the  effectiveness  of  llie 
sniity's  int-arnal  control.  An  audit  also  includes  evaluating  the  appropriateness  of  account  ing 
policies  used  and  the  reasonableness  of  accounting  estimates  made  by  mansge-inent.  as  ivell 
as  evaiuatinq  the  overall  presentation  of  the  financial  statements. 


I believe  ti’-at  the  audit  evidence  I have  obtained  is  sunicient  and  appropriate  to  provide  a basis 
tor  rny  cju.aiified  audit  opinion. 


Assets  to  liie  value  of  R38  954  610,  included  in  the  financial  statements  of  the  municipality 
could  not  be  physically  verified.  Furthermore,  I identified  a significant  number  of  assets 
belonging  to  the  municipality  that  were  not  accounted  for  in  the  accounting  records  and 
iinancial  siaiemenis.  i he  municipality  s recoros  did  not  permii  the  apijiicatioi'i  Oi  csliei  native 
audit  procedures.  Consequently,  I was  unable  to  determine  whether  any  adjusirnenis  to 
properly,  plant  and  equipment  stated  at  R542  651  788  {2013:  R509  647  476)  in  iiie  financi 
siaismenis  was  necessary. 


7,  I was  unable  to  verify  the  accuracy  of  the  depreciation  expense  of  R32  432 
R26  073  999)  as  disclosed  in  note  8 to  the  financial  sfatements. 


8,  i was  unable  to  obtain  sufficient  appropriate  audit  evidence  in  respect  of  the  decrease  in  net 
cash  and  cash  equivalents  amounting  to  R10  897  812.  Consequently,  i was  unable  to 
determine  whether  any  adjustments  to  the  increase  in  net  cash  and  cash  equivalents  were 
■necessary. 


9,  The  municipality  made  payments  in  contravention  of  the  s.upply  chain  management 

requirements.  The  municipaiity  did  not  include  particulars  of  irregular  expenditure  in  note  36  to 
the  financial  statements  as  required  by  section  125(2)  (d)  of  the  MFMA.  Consequently  I was 
unable  to  determine  the  full  extent  of  the  understatement  in  irregular  expenditure  stated  at 
R95  762  200  (2013:  R 72  1.04  730),  as  it  was  impracticable  to  do  so. 


10.  I identified  ditferences  to  the  amount  of  R27  £09  770  bet'ween  the  supporting  docuineniaticn 
and  what  v/as  recorded  in  the  underlying  accounting  records  of  the  municipaiity.  Consequently 
commitments  amounting  to  R77  387  771  as  disclosed  in  note  33  to  the  annual  financial 
stsiements  is  overstated  by  R27  809  770. 


O? 


uncorrected  mis'"- 


'le  iinancia! 


statements  were  materiaily  misstated  clue  to  the  cumulative  effect  of  numerous 


indivicluatty  immaterial  uncorrected  misstatements  in  the  following  items  making  up  tiie 
statement  of  financial  position,  the  statement  of  financial  performance  and  the  notes  to 
financial  slaiements: 


General  expenses  reflected  as  R65  615  345  was  understated  by  R1  497  195. 
Employee  cost  reflected  as  R62  235  669  was  understated  by  R294  357. 
Receivables  reflected  as  R4  804  42  was  understated  by  R665  732. 

Inventory  reflected  as  R761  289  was  overstated  by  R195  705. 

Payables  reflected  as  R29  688  358  was  overstated  by  R485  212. 


mpnasis  of  moiiers 

3,  ! draw  attentioii  to  tlie  matters  below.  My  opinion  is  not  modified  in  respect  or  tl'iese  i'naiters: 


-!.  As  disclosed  in  note  31  to  the  financial  statements,  the  corresponding  figures  for  30  June  2.01 3 
have  been  restated  as  a result  of  an  error  discovered  during  2014  in  the  financial  statements  of 
tl'ie  municipality  at,  and  for  the  year  ended,  30  June  2013. 


5.  As  disclosed  in  note  11  .to  the  annual  financial  statements,  the  municipality  has  materia 
Lindei  Epenl  tf-ie  budget  on  li/lLinicipai  infrastructure  Grant  to  the  amount  of  R.13  dSO  757 


Unoiidned  disclosure  notes 

20.  In  teiiTis  of  section  125(2)  (e)  of  the  MFMA,  the  municipaiity  is  required  to  disciose  paiiicuiars 
of  non-compiiance  with  the  MFMA.  This  disclosure  requirement  did  not  form  pari  of  the  audit  of 
the  financial  siateinents  and  accordingly  I do  not  express  an  opinion  thereon. 


21 .  In  accordance  with  the  PAA  and  the  general  notice  issued  in  terms  thereof,  i report  the 
lollQwing  findings  on  the  reported  performance  information  against  predetermined  objeclives 
for  selected  development  priorities  presented  in  the  annual  performance  report,  non- 
compliance  with  legislation  as  well  as  internal  control.  The  objective  of  my  tesls  was  to  identify 
reportable  findings  as  described  under  each  subheading  but  not  to  gather  evidence  to  express 
assurance  on  thiese  matters.  Accordinglvp  I do  not  express  an  opinion  or  conclusion  on  these 
matters. 


22,  i.  performed  procedures  to  obtain  evidence  about  the  usefulness  and  reliai:)i!ity  of  ilie  reported 
performance  information  for  the  following  selected  development  objectives  preserued  in. the 
annuai  performance  report  of  the  municipality  for  the  year  ended  30  June  2014; 


a,  Institutional  transformation  'and  organisational  development  on  pages  xx  to  xx, 

b,  [Basic  services  and  infrastructure  development  on  pages  xx  to  xx. 

c,  Good  governance  and  public  participation  on  pages  xx  to  xx. 

23.  I evaluated  the  reported  performance  information  against  the  overall  criteria  of  usefulness  and 
reliability. 


24.  I evaluated  the  usefulness  of  the  reported  performance  information  to  determine  whether  it 
was  presented  in  accordance  with  the  National  Treasury’s  annual  reporting  principles  and 
vvhetl'ier  the  reported  performance  was  consistent  with  the  planned  development  objectives,  I 
further  performed  tesls  to  determine  whether  indicators  and  targets  were  well-defined, 
verifiable,  specific,  measurable,  time  bound  and  relevant,  as  required  by  the  National 

T reasLiry's  Framework  for  managing  programme  penormance  information  (FMPPi ), 

25.  I assessed  the  reliability  of  the  reported  performance  information  to  determine  whethier  it  was 
valid,  accurate  and  complete. 

26.  Thie  niaieriai  findings  in  respect  of  the  selected  development  objectives  are  as  follows: 


oroG 


objective  1:  fnsfitufional  transformation  and 
I development 


Usefulness  of  reported  performance  information 

27.  Section  41  (c)  of  the  lylunicipal  Systems  .Act,  2000  (Act  No.  32  of  2000)  (MSA)  requires  the 
niiegrated  development  plan  to  form  the  basis  for  the  annua!  report,  therefore  requiring 
consistency  of  objectives,  indicators  and  targets  between  planning  and  reporting  documents,  A 
total  of  1 00%  of  the  objectives  were  not  consistent  with  those  in  the  approved  integrated 


and  required  ievei  of  performance.  A toiai  of  100%  of  the  Targets  were  not  specific.  7' 
because  rnanaaement  was  not  aware  of  the  reauirernenrs  of  the  FfvIPPI. 


nis  was 


?rformaiice  inTormafion 


30.  Tl'ie  FA'./lF’P!  requires  auditees  to  brave  appropriate  systems  to  coiiect,  coliate,  verify  and  store 
perfoimance  infarmation  to  ensure  valid,  accurate  and  complete  reporting  of  actual 
achievements  against  planned  objectives,  indicators  and  targets.  Significantly  iniportani: 
targets  were  not  reliable  when  compared  to  the  source  information  or  evidence  pi  ovided.  Tills 
was  due  to  a lack  offi‘equent  review  of  the  validity  of  reported  achievements  against  source 
documentation. 


Development  objecttve 


SIC.  services  and  in 


'ucfure 


■development. 


iseryiiness  ot  rep^ 


perronmance 


•nation 


31.  Sectiui'i  41(c)  of  the  MSA  lequires  the  integrated  development  plan  to  form  ilie  basis  for  tlie 
annua!  report,  therefoi'e  requiring  consistency  of  objectives,  indicators  and  tai'gels  between 

. |:.)iannin9  as'id  reporting  documents.  A total  of  100%  of  the  objectives  were  not  consistent  witli 
ifiose  in  ti'ie  approved  integrated  development  plan.  This  W'as  due  to  managenieiii  not 
erxeicising  ps'oper  oversight  responsibility  over  performance  reporting  ai'id  compliance. 

32.  Ti  ie  FivlFM'-^l  rec|i..fires  that  performance  indicators  must  be  well-defined  by  fiaving  clear  data 
definiticiis  so  that  data  can  be  collected  consistently  and  is  easy  to  understand  and  use,  A 
totai  of  1QCF%  of  the'indicators  were  not  well-defined.  This  was  because  managemeni  did  not 
adliere  Id  ‘lie  reqinrements  of  the  FMPPi  due  to  a lack,  of  teclinica!  indicator  descriiiiions, 

33.  T'lie  FMPPi  requires  that  performance  targets  must  be  specific  iii  clearly  identifying  ti'ie  I'laturc 
and  recsuired  level  of  performance.  A total  of  100%  of  the  targets  were  not  sj.')6cific.  This  was 
because  management  was  not  aware  of  the  requirements  of  the  FMlPPi. 


3^,  Tlie  FMPFd  requires  auditees  to  have  appropriate  systems  to  coilect,  collate,  verify  and  slore 
performance  information  to  ensure  valid,  accurate  and  complete  reporting  of  aciu.0! 
,acliiev6irienis  against  planned  objectives,  indicators  and  targsts.  Significantly  irnpodant 
iargels  were  not  reliable  when  compared  to  the  source  information  or  evidence  provided.  Thn 
'vvas  due  io  a lack  of  frequent  review  of  the  validity  of  reported  achievements  against  source 
docLimentation, 


mance 


35.  Tlie  FfylPPi  requires  that  performance  indicators  must  be  v¥ 
definitions  so  that  data  can  be  collected  consistently  and  is 
lota!  cf  100%  of  the  indicators  \yere  not  yyell-defined.  This  Vv 
adiierc'  to  the  requirements  of  the  FMPPI  due  to  a lack  of  te 


eii-defined  by  having  clear  data 
easy  to  understand  and  use.  A 
''as  because  management  did  not 


36.  Tile  FFviPPl  requires  that  performance  targets  must  be  specific  in  clearly  identifying  the  nature 
and  required  level  of  performance.  A total  of  100%  of  the  targets  were  not  specific.  This  vjas 
because  management  vv'as  not  avyare  of  the  requirements  of  the  FMPPI. 


37,  The  FMPPI  requires  auditees  to  have  appropriate  systems  to  collect,  collate,  verify  and  store 
performance  information  to  ensure  valid,  accurate  and  complete  reporting  of  actual 
achievements  against  planned  objectives,  indicators  and  targets,  Significantly  important 
targets  Vi'ere  riot  reliable  when  compared  to  the  source  information  or  evidence  provided.  This 
was  due  to  a lack  of  frequent  revievy  of  the  validity  of  reported  achievements  against  source 
documentation. 


38.  i draw  attention  to  the  following  matters.  My  conclusion  is  not  modified  in  respect  of  these 
matters: 


39.  Pvefer  to  the  annual  performance  report  on  pages  x to  x;  for  information  on  the  achievement  of 
planned  targets  for  the  year.  This  information  should  be  considered  in  the  context  of  the 
materia!  findings  on  the  usefulness  and  reliability  of  the  reported  performance  infonriation  for 
tlie  selected- development  priorities  reporting  in  this  report 


40,  I identified  material  misstatements  in  the  annua!  performance  report  submitted  for  auditing  on 
the  reported  performance  information  for  Institutional  transformation  and  organisational 
deveiopmenl;  Basic  services  and  infrastructure  development  and  Good  governance  and  public 
participation, 

Compiionce  with  lav^s  and  regulations 


41,  I performed  procedures  to  obtain  evidence  that  the  municipality  has  complied  vyith  applicable 
legislation  regarding  financial  matters,  financial  management  and  other  related  mailers.  My 
findings  on  material  non-compliance  vrfth  specific  matters  in  key  legislation  as  set  out  in  the 
General  Notice  issued  in  terms  of  the  PAA  are  as  follovys: 


6 


xperiOiture  was  incurred  in  excess  or  the  IsniPs  or  the  aniGunts  proviaeo  ior  in  trie 
jproveci  budaei.  in  contravention  of  section  15  of  the  MFMA. 


Annual  financial  statements,  performorice  and  annual  repcrfs 

■'14,  The  financiai  statements  submitted  for  auditing  were  not  prepared  in  all  material  respects  in 
accordance  with  the  requirements  of  section  122  of  the  iviFMA.  Material  misstaienients  of 
current  assets,  and  disclosure  items  identified  by  the  auditors  in  the  submitted  financiai 
stateinents  were  subsequently  corrected  and  the  supporting  documents  were  provided 
subsequently,  but  the  uncorrected  material  misstatements  and  suppoiiing  records  that  could 
not  be  provided  resulted  in  the  financiai  statements  receiving  a qualified  audit  opinion. 


: X p e I"!  c!  f 8 u r e m ana 


•5,  Reasonaijle  steps. ‘were  not  taken  to  prevent  unauthorised  expenditure,  irregular  expendiitiie 
and  fruii'estrand  wasteful  expehdituferas7equired'by'secudh'62i  T)'(dj  oi  the  M 


.4  s s e f rn  a n a a e m e 


4S,  An  adequate  inanaoernent.  accounting  and  information  system  whicii  accounts  for  assets  was 
not  in  piace,  as  required  by  section  63(2)  (a)  of  the  MFMA.  ' 

47.  An  ejfeciiye  system  of  interna!  control  for  assets  was  not  in  place,  as  requiie-d  by  section  63(2) 
(c)  of  the  MFMA, 


Irrox:  iirernenf 


confrocf 


•IS.  Quotations  were  accepted  from  prospective  jjroviders  v/lio  are  not  registered  on  the  list  of 
accredited  prospective  providers  and  do  not  meet  the  listing  requirements  prescribed  Icy  tiie 
tSupply  Chain  Management  (SCM)  policy  in  contravention  of  SCM  regulation  16(b)  and  17(b), 

-FF.  Goods  and  services  of  a transaction  value  above  R200  000  were  procured  wiilioui  invrQ'ig 
competitive  bids/as  required  by  SCM  regulation  19(a).  Deviations  v\/ere  approved  ley  tlie 
accoiinling  officer  even  though  it  was  not  impractical  to  invite  competitive  bids,  in  contravention 
of  S(2M  regulation  36(1). 

SCM  reoiilsiio!'!  29(2i. 


51 . Contracts  were  extended  and/or  modified  without  tabling  the  reasons  for  1 he  pyO{CGS0Q 
amendment  in  the  council  of  the  municipality,  as  required  by  section  116(3)  of  the  MFMA. 

52.  Ti'^e  perfcriTiance  of  contractors  or  providers  was  not  monitored  on  a monthly  basis,  as  required 
bv  section  1 16(2)  (b)  of  the  MFMA. 


53.  Unauthorised,  irregular,  and  fruitless  and  wasteful  expenditure  incurred  by  the  municipaiity  was 
not  invssiigaied  to  determine  if  any  person  is  liable  for  the  expenditure,  as  required  by  section 
32(2)  fa)  (li)  of  the  MFMA. 

Iiuman  resource  management 

53.  The  senior  managers  directly  accountable  to  the  municipal  manager  did  not  sign  perforniance 
agreements,  as  requiied  by  section  57(2)  (a)  of  the  MSA. 


Internal  control 

55,  i considered  iniernai  control  relevant  to  my  audit  of  the  financial  statements,  annual 

performance  report  and  compliance  with  legislation.  The  matters  reported  belo'w  are  limited 
to  the  significant  internal  control  deficiencies  that  resulted  in  the  basis  for  qualified  opinion, 
tlie  findings  on  the  annual  performance  report  and  the  findings  on  non-compliance  with 
legislation  included  in  this  report. 


56,  TTie  accounting  officer  does  not  perform  adequate  review  and  monitoring  of  tiie  financial  cu'icl 
peiiorrnance  reporting.  This  has  resulted  in  the  annua!  financial  statements  and  tiis  annual 
performance  report  containing  material  misstatements. , 


57,  Tlie  accounting  officer  did  not  adequately  review  and  monitor  compliance  vi/itii  lavi/s  and 
regulations  resulting  in  irregular,  fruitless  and  wasteful  and  unauthorised  expenditure. 


58.  The  significant  number  of  adjustments  to  the  PPE  balances  and  qualification  paragraplis  is 
attributable  io  capacity  constraints. 


59,  Tlie  rnunicipaiity's  risk  management  strategy  is  ineffective  to  prevent  the  large  number  of 
interna)  control  deficiencies  identified. 


/\ 


Pclokwane 
2S  Novembei'  2014 


AUDITOR-GENERAL 
SOUTH  AFRICA 


Audiiinci  Io  build  public  confidence 


